London 

1865 


•p- 


MASTER  NEGATIVE  # 

COLUMBIA  UNIVERSITY  LIBRARIES 
PRESERVATION  DIVISION 

BIBLIOGRAPHIC  MICROFORM  TARGET 


ORIGINAL  MATERIAL  AS  FILMED  - EXISTING  BIBLIOGRAPHIC  RECORD 


RESTRICTIONS  ON  USE:  Repmductions  may  not  be  made  without  permission  from  Columbia  University  Libraries. 

TECHNICAL  MICROFORM  DATA 


FILM  SIZE: 


REDUCTION  RATIO: 


9:/ 


IMAGE  PLACEMENT:  lA 


IB  IIB 


DATE  FILMED:  l'i'4-^T- 


INITIALS 


■.AL 


TRACKING  # : '3^0 


FILMED  BY  PRESERVATION  RESOURCES,  BETHLEHEM,  PA. 


f 


1 

I 


LONDON: 

EFFINGHAM  WILSON,  ROYAL  EXCHANGE. 

1865. 

lOne  shilling. 

. . i 


PREFACE. 


i 


I 


« i 

f 

i' 


In  the  recent  debate  on  the  “ Bank  Notes  Issue  Bill  ” 
three  members  of  the  House  of  Commons,  each  of  them  an 
authority  on  the  subject,  expressed  the  following  different 
views : — 

1.  Why  should  a country  like  England  have  its  rate  of 
discount  higher  than  any  other  country  ? The  average  rate 
over  the  Continent  last  year  was  from  li  to  2 per  cent. 
Why  in  England  should  money  be  dearest,  the  effect  being 
to  make  the  rich  richer  and  the  poor  poorer?  The  act  gave 
to  the  rich  a power  of  grinding  the  poor.  Whilst  the  rich 
could  obtain  abundant  interest,  every  small  capitalist  was 
distressed.  It  was  the  duty  of  the  State  not  only  to  pro- 
vide a sufficient  quantity  of  gold,  silver  and  copper  coin, 
but  it  was  also  the  duty  of  the  State  to  provide  a paper 
currency,  and  a sufficient  quantity  of  it.'’^ 

2.  “ The  circulating  medium  was  the  only  thing  w ith 
which  the  Government  had  anything  to  do.  It  was 
monstrous  to  suppose  that  the  State  was  to  supply 
capital.  It  was  a mistake  to  suppose  that  with  that  state 
of  things  the  State  had  anything  to  do,  and  it  was  to  be 
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regretted  to  hear  it  affirmed  that  the  effect  of  the  act  was 
to  make  tlie  rich  richer,  and  the  poor  man  poorer.  If  the 
Bank  c f England  had  no  maximum  limit  of  issue,  did  any- 
body suppose  that  money  would  always  be  at  4 or  5 per 
cent.  ? The  rate  would  fluctuate  much  more  than  it  did 
now,  a)'d  perhaps  it  would  he  better  that  it  should  do  so.” 

3.  ‘‘  Could  not  agree  that  it  was  desirable  that  money 
should  fluctuate  more  than  it  did  at  present.  There  was 
nothino  so  important  for  a commercial  community  as  to 
have  the  rate  of  interest  permanent  and  stable,  because 
upon  that  people  could  only  base  their  calculations.  A 
variaticn  in  the  rate  of  what  was  called  loanable  capital 
was  diflerent  from  a variation  in  any  other  commodity.  A 
rise  in  the  value  of  cotton  did  not  raise  the  value  of  all 
other  articles,  but  a rise  in  the  value  of  money  caused  a 
fall  in  Ihe  value  of  all  other  commodities.^^ 

It  ciinnot  therefore  surprise  that  the  mind  of  the  less 
elevatec  strata  of  the  community  should  be  unsettled  by 
great  uncertainty  prevailing  as  to  the  bearing  of  the  act  of 
1844  or  banking  and  on  the  currency  of  the  country,  and 
as  to  the  duty  of  the  Government  in  regard  to  it. 

The  Chancellor  of  the  Exchequer  in  the  same  debate, 
stating  that  “ banking  was  one  thing,  issue  was  another — 
and  th(  misunderstanding  on  this  subject  arose  from  the 
inextric  ible  confusion  in  which  the  minds  of  men  became 
involvec  through  their  supposing  that  the  issue  of  promissory 
notes  was  an  essential  part  of  banking’^ — unmistakably  points 
out  one  of  the  main  causes  of  much  misunderstanding  in 
reference  to  this  subject. 


» 


1^ 


o 


Under  these  circumstances  the  publication  of  the  follow- 
ing  pages  may  prove  acceptable  to  many  who  desire  in  a 
compact  form  to  make  themselves  acquainted  with  the  facts 
and  recognised  principles  forming  the  foundation  of  our 
currency,  on  which  alone  the  superstructure  of  an  improve- 
ment of  the  laws  which  regulate  it  can  be  erected. 

Luxdon  ; February,  18G5. 


INTRODUCTION. 


After  great  fluctuations  in  the  value  of  paper-money 
a currency  bill  was  passed  in  the  year  1819 ; the  promoters 
expected  tlutt  it  would  set  that  delicate  question  at  rest  for 
ever.  But  when,  in  1839,  the  Bank  of  England  was  only 
saved  from  stoppage  by  a timely  assistance  obtained  from 
the  Bank  of  France,  it  became  evident  to  all  that  some- 
thing was  wanting  in  the  law  as  it  then  stood.  The  con- 
sequent agitation  caused  a committee  to  be  procured  in 
1843,  for  the  examination  of  the  question  of  banking. 
The  evidence  of  many  bankers  and  others  was  taken,  and 
formed  the  material  from  which  Sir  Bobert  Peel  framed  the 
bill  of  1844,  so  well  known  as  Peeks  Banking  Act. 

This  act,  however,  is  essentially  a currency  act.  It  has 
no  direct  reference  to  the  banking  theory  in  general,  nor  to 
the  reserve  to  be  kept  in  the  banking  department  of  the 
Bank  of  England  in  particular.  The  avowed  objects  were  : 
1.  To  secure  the  convertibility  of  the  bank-note,  that  is, 

t 

to  improve  the  management  of  the  paper  money,  making 
it  payable  in  gold  on  demand  at  the  mint  price  of 
£3  17s.  lOid.  the  ounce ; and  2,  to  prevent  the  currency, 
i.  e.  the  whole  circulating  medium,  consisting  of  coin  and 
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paper  money,  from  being  depreciated,  and  thus  to  miti- 
gate Ihose  constantly  recurring  commercial  crises  which 
from  L819  to  1854  appeared  inseparable  from  the  then 
existing  currency  laws.  The  panics  of  1847  and  1857,  and 
the  crisis  through  which  we  are  passing,  have  furnished 
ample  material  to  criticise  the  act  of  Sir  Robert  Peel. 
Numei  ous  projects  have  been  brought  forward  to  alter  the 
law;  tlie  feeling  that  something  ought  to  be  done  to  improve 
matter i connected  with  our  currency,  has  lately  extended;* 
and  it  is  possible  that  the  bill  regarding  the  country  issues, 
recently  brought  in  by  the  Chancellor  of  the  Exchequer, 
may  ojen  the  question  of  currency  to  a much  wider  extent 
than  tl  at  intended  by  the  measures  proposed  : great  ques- 
tions ii  volving  a principle  will  not  remain  asleep,  somehow 
or  other  they  will  turn  up  again,  and  so  it  is  also  with  this 
currency  question.  It  is  in  ordinary  times  considered  a 
very  diy  subject,  and  even  among  the  mercantile  public, 
few  only  pay  it  serious  attention.  But  immediately  after  a 
comme’cial  revulsion,  and  particularly  after  the  extraor- 
dinary jvent  of  a rate  of  interest  of  9 per  cent,  having  been 
maintained  for  nearly  four  consecutive  months,  unsettling 
comme  xe  in  all  its  branches,  and  carrying  us  to  the  very 
verge  o:  a panic,  the  interest  of  the  public  in  its  discussion 
increases,  and  it  becomes  daily  more  evident  that  this  great 
question  is  not  yet  at  rest.  Its  discussion  is,  at  present, 
not  con  fined  to  this  country.  During  the  last  four  years 

* At  tlie  recent  meeting  of  the  Associated  Chambers  of  Commerce,  the 
following  'esolution  was  adopted  : 

“ That  i special  meeting  be  appointed  for  the  purpose  of  inquiry  into  the 
differentia  L rates  of  discount  maintained  by  the  hanks  of  England  and  France 
respective  y during  the  recent  monetary  pressure,  and  still  continued ; and 
also  of  as;ertaining  whether  or  not  in  its  judgment  this  difference  (which 
injuriously  affects  British  commercial  interest)  is  caused  in  any  degree  or  aggra- 
vated by  f he  restrictions  of  the  Bank  Charter  Act  of  1844.  The  committee 
to  report  i hereupon  to  a special  meeting  of  the  association.” 
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the  x\mericans  have  made  finaucial  experiments  on  a large 
scale,  in  which  the  regulation  of  the  currency  remains  a 
problem  unsolved.  The  agitation  regarding  the  monopoly 
enjoyed  by  the  Bank  of  France,  to  issue  notes  (which  by 
law  are  not  legal  tender),  and  to  regulate  the  rate  of  dis- 
count, has  recently  led  to  the  official  measure  of  instituting 
an  inquiry  to  be  conducted  under  the  guidance  of  Mr. 
Rouher,  Minister  of  State,  and  to  embrace  in  its  investiga- 
tion the  whole  of  the  principles  and  the  general  facts, 
which  influence  the  monetary  circulation  of  France.* 

* The  following  are  the  questions  proposed  by  the  Conseil  Superieur  du 
ommerce  in  its  investigation  of  the  Currency  Question : 

Oil  monetary  crises.—!.  What  were  the  causes  of  the  monetary  crisis  of 
1863-4  ? 2.  What  analogies  and  what  differences  did  that  crisis  present  with 
preceding  ones  ? 3.  Have  monetary  crises  a tendency  to  become  more  fre- 
quent ? Have  they  a tendency  to  become  more  general  ? 4.  What  in  a 
country  are  the  causes  that  regulate  the  rate  of  interest  ? 5.  What  are  the 

causes  which  during  the  last  ten  years  have  influenced  the  price  of  the 
precious  metals  ? 6.  What  are  the  causes  which  have  recently  reduced  the 
amount  of  disposable  capital  ? 7.  Has  there  been  a decline  in  the  formation 
of  savings,  or  a bad  direction  given  to  savings  ? 8.  Has  there  been  an  insulii- 
ciency  of  capital  or  an  excess  of  enterprise  ? 9.  Has  the  establishment  of 
several  Finance  Companies  on  the  joint  stock  form  exercised  any  influence  on 
monetary  embarrassments?  10.  Are  the  existence  and  the  organisation  of 
such  Companies  calculated  to  delay  or  hasten  causes  of  crisis  ? 11.  What 

influence  has  the  participation  of  French  capital  in  foreign  enterprises  ex- 
ercised on  the  home  market  ? 12.  What  advantages  or  what  inconvenience 
does  the  quotation  at  the  Bourse  of  Paris  of  foreign  securities  and  foreign 
loans  present  ? 13.  What  during  the  last  ten  years  have  been  the  imports 

and  exports  of  the  precious  metals  ? Are  there  any  indications  that  the 
information  coUected  by  the  Board  of  Customs  on  the  matter  can  be  made 
more  complete  ? 14.  Has  the  displacement  of  specie  taken  place  on  a large 

scale?  15.  To  what  does  that  displacing  give  rise?  Does  it  exercised 
marked  influence  on  the  transactions  in,  and  the  lending  of,  money  ? Are 
there  any  means  of  destroying  or  limiting  that  action. 

On  jya'per  money.— Wliat  is  the  utility  of  paper  money?  17.  Is  the 
• part  played  by  that  money  tending  to  become  very  important  ? 18.  Is  it  by 

issues  of  notes  payable  to  bearer  at  sight,  or  by  means  of  compensations  by 
transfers,  current  accounts,  cheques,  &c.,  that  credit  has  a tendency  to  extend  ? 

19.  Can  the  employment  of  paper  money  take  an  indefinite  extension  ? If 
not,  in  what  limits  shall  it  be  confined  ? 

On  the  conditions  of  a good  paper  money.— '2.0.  Under  what  conditions  dot> 
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Nc  thing  can  be  more  antagonistic  than  the  opinion  of 
the  II  irectors  of  the  Bank  of  France,  and  the  views  of  that 

the  etn  )loyment  of  paper  money  present  no  inconveniences  ? 21.  Is  the  con- 
stant c mvertibility  of  notes  indispensable  ? 22.  Does  the  unity  of  the  bank 

note  pi  oinote  the  circulation  of  it  ? 23.  What  are  the  inconveniences  and 

advanti  ges  of  the  plurality  of  banks,  whether  general,  or  of  limited  circum- 
scriptio  a ? 

On  i he  establishments  which  issue  paper  money. — 24.  Does  the  Bank  of 
France  fulfil  all  the  conditions  required  for  a bank  of  issue  ? If  not,  what 
modific  itions  would  be  desirable  in  its  organisation  ? 25.  What  advantages  or 

what  ir  feriority  does  the  organisation  of  the  Bank  of  Prance  present  in  com- 
parison with  the  organisation  and  the  regime  of  banks,  whether  of  issue  or 
deposit  in  other  countries,  particularly  the  Banks  of  England,  of  the  United 
States,  of  Hamburg,  and  of  Holland  ? 26.  Is  there  advantage  or  inconveni- 

ence ii  separating  the  Issue  department  from  the  Discount  department  ? 

27.  If  1 he  notes  of  the  Bank  of  Prance  were  made  a legal  tender,  as  is  the  case 
with  tl  ose  of  the  Bank  of  England,  would  it  have  the  effect  of  promoting  the 
circuhu  ion  of  them  ? 28.  What  number  of  signatures  ought  a bank  to  require 
for  its  rue  security  in  the  discount  of  bills  ? 29.  Ought  the  issue  of  notes 

to  be  1:  inited  ? Ought  the  issue  to  be  proportionate  to  the  metallic  reserve  or 
to  the  ;apital  ? 

On  I anlcing  operations. — 30.  At  what  level  ought  to  be  maintained  the 
metalli : reserve  of  the  Bank  of  Prance,  in  order  to  assure!  the  convertibility  of 
notes  ? 31.  What  are  the  causes  which  tend  to  reduce  or  augment  the  metallic 

reserve , and  the  means  to  be  employed  to  maintain  the  level  of  it  ? 32.  What 
is  the  part  played  by,  and  the  destination  of,  the  capital  of  Bank  ? Ought 
the  ca]  ital  to  be  increased  ? What  would  be  the  effects  of  the  increase  ? 33. 

Ought  the  Bank  to  sell  wholly  or  in  part  the  Government  stock  it  possesses  ? 

What  ■ v'ould  be  the  effects  of  a sale  ? 34.  Ought  the  capital  of  banks  of  issue 

to  be  i:  i general  a guarantee  capital,  or  can  it  be  usefully  employed  in  the 
business  of  the  bank  ? 35.  What,  for  banks  of  issue,  and  in  particular  for  the 

Bank  ( f Prance,  are  the  advantages  and  inconveniences  of  advances  on  deposit 
of  secu  cities  ? 36.  Is  the  elevation  of  the  discount  the  only  efficacious  means 

of  mai  ataining  or  reconstituting  the  metallic  reserve  ? 37.  Is  it  possible  to 

proven  b variations  of  discount  or  to  confine  them  within  certain  limits  ? 38. 

Is  it  p )ssible  to  impose  on  a privileged  bank  a fixed  rate  of  discount  or  even  a 
maxim  im  ? 39.  What  are  the  advantages  and  inconveniences  of  small  notes, 

especia  lly  as  regards  the  maintenance  of  the  metallic  reserve  ? 40.  Which  of 

the  fol  owing  means  of  defending  the  metallic  reserve  presents  the  least  incon- 
venien  .*e  to  commerce  : — The  raising  of  discount,  the  refusal  of  a certain 
numbe  c of  bills,  the  graduating  of  the  rate  of  discount  according  to  the  periods 
the  hi  Is  have  to  run  ? 41.  Does  the  present  development  of  international  i 

transa  ctions  cause  a certain  dependence  one  on  the  other  of  the  metallic 
roservi  s of  all  banks  of  issue  ? 42.  What  are  the  consequences  of  that  de- 

pendei  ice  ? Is  it  possible  to  put  an  end  to  it,  or  to  restrict  it  ? 
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party  of  financiers  and  political  economists,  headed  by  Mr. 
Pereire,  which  are  laid  down  in  his  late  pamphlet. 

The  theory  of  the  unchangeableness  of  the  rate  of  in- 
terest, say  the  Directors  of  the  Bank  of  France,  what- 
ever the  circumstances,  whatever  the  value  of  money,  in 
presence  of  the  incessant  obligation  to  assure  the  metallic 
reimbursement  of  notes,  payable  to  bearer  and  at  sight, 
would  sooner  or  later  result  in  the  suspension  of  cash  pay- 
ments, unless  recourse  were  had  to  measures  much  more 
onerous  to  commerce,  than  the  elevation  of  interest.  There 
is  no  arrangement,  no  sacrifices,  which  could  prevent  this 
fatal  result,  and  all  the  expedients  put  forth  fall  within  the 
sterile  domain  of  Utopian  ideas. 

Their  opponents  appear  to  adopt  the  views  of  Napoleon  I, 
that  the  use  of  a bank  is  to  discount  good  bills  at  4 per 
cent.,  and  they  endeavour  to  prove  that  it  is  a mistake  to 
raise  the  rate  of  interest,  by  doing  which  industry  is  de- 
stroyed and  commerce  deranged.  No  wonder  that  an 
inquiry,  instituted  by  the  French  Government,  whose  object 
it  is  to  elucidate  such  conflicting  opinions,  should  be  every- 
where considered  as  a measure  of  high  importance. 

The  condition  of  the  Bank  of  England,  and  the  prin- 
ciples of  its  management,  have  several  times  been  made  the 
subject  of  parliamentary  inquiries,  and  there  is  at  present 
a party  agitating  to  bring  about  a new  inquiry  in  order  to 
amend  the  act  of  1844. 

Little  will  be  required  to  show  that  the  present  system 
does  not  satisfy  the  requirements  of  theoretical  perfection. 
But  it  is  easier  to  recognise  defects  than  to  decide  on  the 
best  means  for  their  removal ; and  it  may  after  all  be  found 
more  expedient  to  give  the  preference,  not  to  those  projects 
which  aim  at  perfection,  but  to  those  of  less  pretension, 
which  guarantee  an  improvement  without,  in  too  great  a 
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measure;  disturbing  our  social  and  political  relations;  to 
wliiclij  important  as  commerce  bC;  it  must  remain  subordi- 
nate. Modifications  and  improvements  in  the  financial 
system;  not  less  than  in  any  other;  are  not  feasible  without 
injur  ng  the  interest  of  somebody.  These  are  difficulties 
whicli  must  be  met  resolutely,  and  they  cannot  be  too  often 
brought  before  the  public. 

T1  e currency  question  is  quite  alive  again.  It  is  of  in- 
teres);  not  only  to  the  mercantile;  but  to  all  classes;  as 
A dan  Smith  said  : Money  is  a commodity  with  regard  to 

whic  i every  man  is  a merchant.'^ 

In  order  satisfactorily  to  conduct  a discussion  or  profit- 
ably to  exchange  opinions;  it  is  indispensable  not  only  to 
agree  on  the  main  facts  of  the  case,  and  some  first  princi- 
ples; but  also  to  form  a clear  conception  of  the  existing 
state  of  the  law  which  regulates  our  currency,  and  of  its 
practical  working.  Before  proceeding  to  the  observations 
whic  1 we  have  to  offer  in  this  respect,  we  shall  give  ac- 
cordiug  to  at  present  generally  recognised  authorities  (Dr. 
Smitb,  McCulloch,  Mills,  Chevalier)  definitions  of  a few 
term  s constantly  in  use  when  this  question  of  the  currency 
occui  s. 

H ealth  and  Capital. — Wealth  may  be  considered  as  com- 
prising all  the  articles  or  products  that  are  necessary,  useful, 
or  ac  reeable  to  man,  and  which  at  the  same  time  possess 
exchangeable  value,  meaning  by  this  quality  the  power  or 
capa(  ity  to  exchange  for,  or  buy  some  quantity  of  labour,  or 
of  one  or  more  commodities  or  products  ol)tainal)le  only  by 
mear.  s of  labour.  This  definition  distinguishes  between 
wealth  and  such  articles  as  are  bestowed  gratuitously  in 
unlimited  quantities  by  Providence  on  man.  The  latter, 
though  they  may  be,  as  atmospheric  air,  of  the  very  highest 
utility,  are  necessarily  altogether  destitute  of  exchangeable 


value.  Only  those  articles  which  are  possessed  of  exchange- 
able value,  form  what  is  properly  understood  by  wealth,  and 
they  constitute  what  is  called  the  capital  of  a nation. 

Value  and  P?dce. — These  expressions  are  often  used  as 
synonymes,  but  they  have  a very  distinct  meaning.  When 
we  speak  of  the  value  of  an  object,  we  ought,  for  the  sake 
of  a rigorous  precision  in  expressing/ our  meaning,  to  point 
out  the  other  object  with  wffiich  we  compare  it.  It  is  true, 
that  very  often  it  is  understood  that  we  compare  it  with 
the  generality  of  other  commodities,  or  pretty  frequently, 
indeed,  it  is  the  price  that  is  meant.  The  price  of  a certain 
thing  is  its  value  in  relation  to  a substance  specially  desig- 
nated, that  is  to  say,  to  the  material  of  which  money  is  made. 
The  price  of  an  article  is,  therefore,  its  value  measured  by 
money. 

Money. — Money  is  a certain  commodity  made  of  what 
are  called  ‘‘  the  precious  metals,^^  out  of  which  we  create  an 
instrument  that  serves,  in  exchanges,  as  a common  measure 
of  value,  because  it  is  with  it  that,  in  transactions,  all  other 
commodities  are  compared.  Pieces  of  money  are  merely 
ingots  of  uniform  weight  and  fineness,  called  coins,  and 
certified  as  such  by  Government,  by  means  of  an  impression 
which  is  stamped  upon  them.  They  are  so  much  and  no 
more.  Government  places  its  mark  on  them  in  order  to 
attest  their  uniformitv.  Before  metal  was  coined  it  was 
Aveighed,  which  led  to  many  abuses,  to  prevent  wffiich,  and 
to  facilitate  exchanges,  it  was  found  expedient  to  affix  a 
public  stamp  upon  certain  quantities  of  particular  metals, 
w hich  were  commonly  made  use  of  to  purchase  goods.  At 
the  commencement  it  was  merely  such  a stamp  upon  a bar 
of  metal  as  is  now  affixed  to  plate  and  bars  of  silver. 

Money  possesses,  therefore,  the  twofold  capacity  of  a 
measure  and  of  an  equivalent.  It  is  important  to  keep  this 
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ill  n iiid,  for  ive  shall,  further  on,  draw  attention  to  the 
cons3quences  of  the  substitutes  for  money  possessing  only 
one  )f  these  ipialities,  namely,  the  capacity  of  serving  as  a 

measure,  without  constituting  a readily  and  universally  ex- 

# 

changeable  equivalent. 

“ It  is  this  latter  quality  which  gives  money  the  high  esti- 
mation in  which  it  is  held  by  mankind.  It  is  not  because 
weali  h consists  more  essentially  in  money  than  in  goods 
that  the  merchant  finds  it  generally  more  easy  to  buy  goods 
with  money  than  to  buy  money  with  goods  but  because 
mone  y is  the  known  and  established  instrument  of  com- 
merc3,  for  which  everything  is  readily  given  in  exchange, 
but  which  is  not  always,  with  equal  readiness,  to  be  got  in 
exchiinge  for  everything.  The  greater  part  of  goods,  be- 
sides, are  more  perishable  than  money,  and  he  may  fre- 
quently sustain  a much  greater  loss  by  keeping  them. 
TV  he  a his  goods  are  upon  hand,  too,  he  is  more  liable  to 
such  demands  for  money  as  he  may  not  be  able  to  answer, 
than  when  he  has  got  their  price  in  his  cofl’ers.  Over  and 
abovo  all  this,  his  profit  arises  more  directly  from  selling 
than  from  buying;  and  he  is  upon  all  these  accounts 
gene]  ally  much  more  anxious  to  exchange  his  goods  for 
momy,  than  his  money  for  goods.  But  though  a particular 
mercaant,  or  class  of  merchants,  with  abundance  of  goods 
in  thsir  warehouse,  may  sometimes  be  ruined  by  not  being 
able  :o  sell  them  in  time,  a nation  or  country  is  not  liable 
to  ti  e same  accident.  The  whole  capital  of  a merchant 
frequently  consists  in  perishable  goods  destined  for  pur- 
chasi  3g  money.  But  it  is  but  a very  small  part  of  the 
annu  il  produce  of  the  land  and  labour  of  a country  which 
can  ever  be  destined  for  purchasing  gold  and  silver  from 
their  neighbours.  The  far  greater  part  is  circulated  and 

* Dr,  Smith,  Book  III,  c.  i* 
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consumed  among  themselves ; and  even  of  the  surplus 
which  is  sent  abroad,  the  greater  part  is  generally  destined 
for  the  purchase  of  other  foreign  goods.  Though  gold  and 
silver,  therefore,  could  not  be  had  in  exchange  for  the 
goods  destined  to  purchase  them,  the  nation  would  not  be 
ruined.  It  might,  indeed,  suffer  from  loss  and  incon- 
veniency,  and  be  forced  upon  some  of  those  expedients 
which  are  necessary  for  supplying  the  place  of  money. 
The  annual  produce  of  its  land  and  labour,  however,  would 
be  the  same,  or  very  nearly  the  same,  as  usual,  because  the 
same,  or  very  nearly  the  same  consumable  capital  would  be 
employed  in  maintaining  it.  And  though  goods  do  not 
always  draw  money  so  readily  as  money  draws  goods,  in 
the  long  run  they  draw  it  more  necessarily  than  even  it 
draws  them.  Goods  can  serve  many  other  purposes  besides 
purchasing  money ; but  money  can  serve  no  other  purpose 
besides  purchasing  goods.  Money  therefore  necessarily 
runs  after  goods,  but  goods  do  not  always  or  necessarily 
run  after  money.  The  man  who  buys  does  not  always 
mean  to  sell  again,  but  frequently  to  use  or  to  consume ; 
whereas  he  who  sells,  always  means  to  buy  again.  The 
one  may  frequently  have  done  the  whole,  but  the  other  can 
never  have  done  more  than  the  one  half  of  his  business. 
It  is  not  of  its  owm  sake  that  men  desire  monev,  but  for 
the  sake  of  what  they  can  purchase  with  it.’’ 

Bank-notes  and  paper  money. — These  two  descriptions  of 
circulating  mediums  and  substitutes  for  coin  serve  the  same 
purposes  for  the  time  they  circulate,  but  they  are  quite 
distinct  in  their  nature  and  their  value. 

The  origin  of  bank-notes  is  described  by  TPCulloch  as 
follows:  “The  pecuniary  engagements  of  individuals  are 
early  reduced  to  writing.  This  is  necessary  to  give  security 
to  the  creditor,  that  he  shall  be  able  to  claim  the  full  amount 
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of  his  debt,  and  to  the  debtor,  that  he  shall  not  be  liable  to 
any  ( ivercharge  ; in  a word,  to  avoid  all  those  differences 
wliicl  seldom  fail  to  arise  when  the  terras  of  contracts  are 
not  distinctly  specified/  In  process  of  time,  and  when 
sociefy  becomes  more  commercial,  individuals  possessed  of 
the  written  obligations  of  others  begin  to  transfer  them  to 
those  to  whom  they  are  indebted ; and  after  the  advantages 
derivj.ble  from  employing  them  in  this  way  have  been 
ascertained,  it  is  an  obvious  source  of  emolument  for  indi- 
vidua  s of  whose  wealth ' and  discretion  the  public  have 
confic  ence,  to  issue  their  obligations  to  pay  certain  suras  in 
such  i form  as  may  fit  them  for  performing  the  functions  of 
a circulating  medium  in  the  ordinary  transactions  of  life.’^ 

The  value  of  such  notes  is  wholly  derived  from  the 
confic  ence  placed  in  the  ability  of  the  issuers  to  retire  them 
w'hen  presented  for  payment.  Whenever,  therefore,  this 
confic  ence  ceases  their  circulation  also  ceases.  The  great 
usefu  ness  of  the  adoption  of  paper  as  a circulating  medium 
consists  in  its  cheapness.  The  effect  is  to  substitute  a 
cheap  in  the  place  of  a dear  instrument  to  serve  as  common 
measure  of  value.  It  is  just  as  reasonable  that  a people 
should  substitute  paper  to  gcdd  as  a circulating  medium,  as 
that  {.joiner  should  dispose  of  a yard  measure  of  pure  gold, 
apply  ng  the  proceeds  to  the  purchase  of  tools  and  stock-in- 
trade  and  using  a wooden  measure  in  its  place. 

There  is,  however,  one  consideration  which  must  be  dwelt 
upon,  and  that  is,  that  paper  is  only  able  to  serve  as  a sub- 
stitut  j for  money  in  one  of  its  capacities — that  of  a measure. 
In  or  ier  to  secure  to  it  also  the  other,  eertainly  not  less  im- 
portant, quality  of  an  equivalent  readily  and  universally 
exchangeable,  it  becomes  necessary  to  devise  means  for 
securing  the  ready  convertibility  of  bank-notes  as  soon  as 
preseiited  for  payment.  To  do  this  there  appears  to  be  no 


17 


other  means  but  to  compel  issuers  of  notes  to  give  security 
for  the  payment  of  their  notes  in  order  to  protect  the  public 
against  their  insolvency.  This  has  been  attempted  by 
PeeTs  Act  of  1814,  of  which  we  shall  have  to  say  more 
further  on. 

If,  however,  notes  be  not  eonvertible  into  coin,  but,  by 
enactment  of  the  State  in  which  they  are  issued,  become 
legal  tender,  we  call  them  paper  money.  The  value  of  such 
paper  money  is  not  derived  from  confidence  in  the  issuer, 
but  from  the  power  of  the  Government.  A law  may  m{ike 
anything  a legal  tender,  and  paper  is  invariably  selected 
because  it  is  the  cheapest.  If  the  courts  of  justices  are 
directed  to  discharge  the  debtor  who  has  made  that  tender^ 
it  will  circulate,  because  the  use  of  a circulating  medium 
is  indispensable. 

The  value  of  legal  tender  notes  depends  exclusively  on  the 
quantity  in  circulation  compared  with  the  demand.  The 
limitation  of  their  quantity  to  the  requirements  of  trade  is 
sufficient  to  preserve  their  value  on  a par  with  the  value  of 
the  precious  metals,  and  any  neglect  to  fully  satisfy  those 
requirements  will  raise  the  notes  above  the  par  of  gold  and 
silver.  On  the  other  hand,  any  excess  of  issue  will  tend  to 
depreciate  the  value  of  the  notes  in  comparison  with  the 
precious  metals  as  well  as  with  all  other  eommodities. 

Foreign  Exchanges. — The  demand  for  money  differs  at 
different  periods,  and  it  is  in  a great  degree  influenced  by 
the  nature  of  the  country's  commercial  relations  with 
foreigners.  If  its  imports  are  fully  paid  for  by  its  exports, 
the  currency  required  for  the  internal  transactions  will  be 
in  its  normal  state,  and  there  will  be  neither  an  influx  nor  an 
efflux  of  precious  metals.  Convertible  bank-notes,  or  paper 
money  and  coin,  will  then  be  on  a par,  and  the  foreign 
exchanges,  by  which  we  express  the  state  of  our  in- 
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debtedness  to  the  foreigner,  or  vice  versa,  will  also  be  on  a 
par. 

All  increase  of  issue  of  bank-notes  or  paper  money  will 
in  su3h  a position  of  affairs,  perhaps  not  at  once,  alter  the 
relatiDns  between  notes  and  coin,  but  immediately  cause  a 
fall  i a the  exchanges,  and  an  export  of  so  much  of  gold  or 
silver  as  has  been  set  free  by  the  substitution  of  bank-notes 
or  pa  aer  money.  On  the  other  hand,  if  at  a time  when  the 
exchenge  is  par,  notes  be  cancelled,  the  inevitable  conse- 
quence will  be  a rise  of  the  exchanges,  the  effect  of  which 
is  to  bring  gold  and  silver  to  the  country,  to  take  the 
place  of  the  notes  which  have  been  withdrawn  from  cir- 
culat  on. 

Ti  e state  of  the  foreign  exchanges  thus  becomes  a most 
impo  ’tant,  in  fact,  the  only  reliable  test  to  form  a correct 
judgment  whether  the  currency  be  at  its  proper  level.  If 
the  exchanges  steadily  advance,  the  issue  of  notes  can  safely 
be  increased,  for  prices  of  all  commodities  will  and  must 
adva:  ice ; if  on  the  contrary  exchanges  steadily  fall  and 
preci  )us  metals  leave  the  country,  it  is  an  unerring  indi- 
catio  i that  prices  for  commodities  must  fall,  and  that  to 
keep  the  currency  at  par  the  circulation  of  bank-notes  or  of 
pape  * money  must  be  contracted. 

Ci  rrency  is  that  which,  according  to  the  laws  of  a 
coun:ry,  a man  must  take  from  another  at  a fixed  value  in 
discharge  of  an  obligation  to  pay. 

MDney  being  the  measure  of  value,  it  becomes  the  duty 
of  Government  to  take  effectual  precautions  that  the  cur- 
rency shall  truly  correspond  with  that  denomination  of  the 
stanc.ard  which  each  piece  represents,  i.e.  that  a £5  note 
shall  always  be  equal  to  five  sovereigns,  each  of  the  proper 
finen  ess  and  weight.  In  this  respect  Government  has  to  do 
no  n ore  for  the  currency  of  the  country  than  it  does  for  the 
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measures  and  the  weights,  but  it  becomes  its  duty  also  not 
to  do  less. 

Everything  else  is  variable,  and  dependent  on  supply  and 
demand — currency  remains,  according  to  law,  invariable. 
But  the  character  of  our  currency  is  artificial,  established  by 
law  and  not  by  natural  causes.  And  this  leads  to  those 
consequences  over  which  people  often  lament  as  the  diffi- 
culties of  the  currency  question, 'regarding  which  a state- 
ment of  facts  will  prove  interesting  and  useful. 
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OUE  CURRENCY. 


According  to  the  late  Lord  Liverpool^  gold  coins  passed 
current  at  certain  rates  fixed  from  time  to  time  by  royal 
proclamation,  and  have  consequently  been  legal  tender  from 
the  time  gold  began  to  be  coined  in  England  in  1257,  till 
1664,  when  the  guinea,  which  was  then  first  coined,  and  the 
other  gold  coins,  were  permitted  to  pass  current,  without 
any  valuation  according  to  the  relative  worth  of  gold  and 
silver  in  the  market.  This  practice  continued  till  1717, 
when  the  rate  or  value  at  which  a guinea  should  exchange 
was  fixed  at  twenty-one  shillings.  From  this  period  till 
1774,  gold  and  silver  coins  were  equally  legal  tender ; but 
from  the  circumstance  of  gold  having  been  over-valued  with 
respect  to  silver,  in  the  proportion  fixed  in  1717,  almost  all 
large  payments  were  made  in  gold,  silver  coins  of  full 
weight  being  exported  as  soon  as  they  came  from  the  mint, 
while  none  but  those  that  were  worn  and  debased  remained 
in  circulation.  In  1774  it  was  enacted  that  no  tender  made 
in  silver  coin  by  sale  should  be  legal  for  more  than  £25  ; 
and  that  any  tender  or  larger  sum  in  silver  coin  must  be 
made  by  weight  at  the  rate  of  5s.  2d.  an  ounce.  And  finally, 
in  1816,  the  value  of  silver  was  raised  above  its  just  propor- 
tion, as  compared  with  gold,  by  coining  sixty-six  shillings 
instead  of  sixty-two  out  of  the  pound  of  Troy,  the  additional 
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four  g hillings  being  retained  by  Government  as  a seignorage, 
or  du  ;y,  of  per  cent,  on  the  coinage ; but  in  order  to 
prevent  this  over-valued  silver  currency  from  driving  the 
gold  ( urrency  out  of  the  country,  and  becoming  the  sole 
medium  of  exchange,  it  was  at  the  same  time  enacted  that 
silver  should  be  legal  tender  to  the  extent  of  forty  shillings 
only  ; while  to  prevent  its  sinking  in  value  from  redundancv, 
the  pcwer  to  issue  it  was  placed  exclusively  in  the  hands  of 

I . Goveriment.  Under  these  regulations,  silver  has  become  a 

I merely  subordinate  species  of  currency,  occupying  the  same 

I place  n relation  to  gold,  that  copper  (which  is  not  a legal 

I tender  for  more  than  one  shilling)  occupies  in  relation 

^o  its(df.  According  to  the  regulations  in  the  English 
1 mint,  a pound  weight  of  gold  was  coined  into  fortv- 

I four  iind  a half  guineas,  which  at  twenty- one  shillings 

thegiinea,  is  equal  to  £4G  14s.  6d.  An  ounce  of  such 
gold  cein,  therefore,  is  worth  £3  17s.  10|d.  in  silver;  and 
the  orler  to  receive  no  gold  coin  at  the  public  offices  but  by 
weighi,  tended  to  preserve  it  as  near  to  its  standard  weight  as 
possib  e,  and  to  prevent  gold  coins  from  becoming  so  much 
worn  and  defaced  as  were  the  shillings  at  that  period.  The 
, present  standard  gold  coin  is  the  sovereign,  consisting  of  a 

metal  of  which  twenty-two  parts  in  twenty-four  are  pure 
gold,  ind  two  parts  alloy,  a mixture  of  silver  and  copper. 
From  one  lb.  Troy  of  this  metal  are  coined  46?;*  sovereigns, 
i.  e.  £16  145.  6d.,  so  that  the  mint  price  per  ounce  of  stand- 
' (IT d gold  is  =■  ^of  £46  145.  6f/.,  or  £3  195.  lO^c?.  And  since 

I there  ;ire  eleven  ounces  of  pure  gold  in  twelve  ounces  of 

standard,  the  ounce  of  pure  gold  at  the  mint  is  ^ of  £46  1 45. 

i 6c?.,  0]  £4  45.  11-^^. 

I The  standard  of  silver  coin  is  made  of  a metal  of  which 

thirty- seven  parts  in  forty  are  pure  silver,  and  three  parts  alloy 
I (coppe  r).  From  one  lb.  Troy  of  this  metal  are  coined  sixty-six 

i 

I 
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shillings,  so  that  the  mint  price  per  ounce  of  standard  silver 
is  55.  Q>d.,  and  since  there  are  ?’ths  of  an  ounce  of  pure 
silver  in  this,  the  value  per  ounce  of  silver  at  the  mint 

is  ^ths  of  5s.  6d.,  or  55.  Wf^d. 

We  have  now  to  trace  the  growth  of  the  bank-notes  and 
the  paper  money,  which  we  shall  find  intimately  connected 
with  the  establishment  and  the  growth  of  the  Bank  of  Eng- 
land. 

The  expenses  of  the  wars  towards  the  end  of  the  seven- 
teenth century  rendered  it  necessary  to  raise  supplies  by 
other  means  than  mere  taxation,  and  this  necessity  led  to 
the  establishment  of  the  Bank  of  England.  Its  charter 
dates  from  the  27th  July,  1694,  under  the  title  of  The 
Governor  and  Company  of  the  Bank  of  England. 

The  conditions  were  that  a capital  of  £1,200,000  was  to 
be  raised  by  subscriptions,  which  the  Bank,  in  return  for  their 
charter,  was  to  lend  to  the  Government  at  8 per  cent,  per 
annum  and  £4000  a year  for  the  expense  of  management. 

The  bank  had  the  privilege  of  issuing  notes  in  London 
and  its  surrounding  districts,  but  before  1 / o9,  in  no  smaller 

denominations  than  £20. 

At  the  commencement  the  Bank  charged  6 per  cent,  in- 
terest upon  all  bills  discounted.  ^ arious  alterations,  how- 
ever, occurred  in  the  rate  for  foreign  and  home  bills,  and 
in  1695  foreign  bills,  except  those  at  short  date,  were  dis- 
counted at  the  rate  of  6 per  cent.,  and  home  bills  at  4|  per 
cent.,  but  to  persons  who  would  keep  an  account  with  the 
Bank  an  inducement  was  held  out  in  the  shape  of  a re- 
duction of  the  interest  to  one  half  upon  foreign  bills,  charg- 
ing them  only  at  3 per  cent.,  and  notes  were  lent  at  4 per 
cent,  per  annum  upon  plate,  lead,  tin,  coppei,  steel,  and 
iron,  as  securities.  As,  however,  in  1697  the  state  of  the 
coinage  had  become  so  disgraceful,  from  clipping,  etc.,  that 
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a nev-^  coinage  became  inevitable,  the  run  on  the  Bank  for 
the  new  coin  became  so  great  that  at  times  they  paid  out 
in  new  sixpences  to  meet  the  pressing  demand,  and  the 
notes  of  the  Bank  declined  to  20  per  cent,  discount,  whilst 
at  th  } same  time  exchequer  orders  of  the  Government  were 
as  low  as  60  per  cent,  discount.  Under  these  difficulties 
the  l)ank  advertised  for  an  additional  subscription  of 
.€1,0(  0,000  to  their  capital,  four  fifths  to  be  paid  in  the 
discredited  exchequer  orders,  and  the  remaining  one  fifth  in 
their  own  notes. 

The  Bank  obtained  as  a compensation  for  the  £800,000 
exchequer  orders  which  it  cancelled  a renewal  of  the  charter 
for  fi^  e years,  with  an  exemption  from  all  rate,  tax,  assess- 
ment. or  imposition  of  their  capital  stock  or  real  fund,  with 
all  pi  ofits  thereon  ; and  it  was  also  enacted  that  forgery  of 
their  notes  or  their  seal  should  be  a capital  felony.^ ^ 

The  credit  of  the  bank  rose  at  once,  and  from  that  time 
until  the  present  day  “ exchequer  bills  became  a favourite 
instrument  of  credit  with  the  Government.  These  bills  are 
promissory  notes,  due  at  certain  dates  and  bearing  interest, 
issued  by  Government  when  in  want  of  money.  These  bills 
the  B ink  undertook  to  help  to  circulate,  to  advance  money 
against,  and  also,  if  necessary,  to  help  to  pay  when  due. 
And  :hese  bills  took  the  place  of  the  old  tallies  or  orders 
which  had  been  in  such  discredit. 

In  1707  the  £1,000,000  which  had  been  subscribed  in 
1697  was  repaid  and  the  credit  of  the  Bank  rose  still  higher. 
Its  charter  was  again  renewed,  and  the  enactment  prevent- 
ing al  other  banks  from  having  more  than  six  partners 
gave  the  Bank  of  England  almost  a monopoly  of  their 
business.  These  new  privileges,  however,  had  to  be  paid 
for.  The  Bank  lent  the  Government  £400,000  without  in- 
terest and  cancelled  exchequer  bills  amounting  with  interest 


25 


to  £1,775,027  17s.  10  To  enable  the  Bank  to  do  this 
its  capital  was  by  three  successive  subscriptions  raised  to 
the  nominal  amount  of  £5,500,000. 

In  1708  the  capital  of  the  Bank  amounted  to  £4,40.2,343, 
and  it  had  advanced  to  Government  £3,375,027  175.  10-lc?. 
By  a call  of  15  per  cent.  (Dr.  Smith,  Book  II,  ch.  ii)  in 
1709,  there  was  paid  in  and  made  stock  £656,204  I5.  9d., 
and  by  another  of  10  per  cent.,  in  1710,  £501,448  125.  lit?. 
In  consequence  of  those  two  calls,  therefore,  the  bank 
capital  amounted  to  £5,559,995  1 45.  8d.  In  pursuance  of 
the  3rd  George  I,  cap.  8,  the  Bank  delivered  up  two 
millions  of  exchequer  bills  to  be  cancelled.  It  had  at  this 
time,  therefore, advanced  to  Government  £5,375,027  1 75. 10c?. 
In  pursuance  of  the  8th  George  I,  cap.  21,  the  Bank  pur- 
chased of  the  South  Sea  Company  stock  to  the  amount  of 
£1,000,000,  and  in  1722,  in  consequence  of  the  subscrip- 
tions which  it  had  taken  in  for  enabling  it  to  make  this 
purchase,  its  capital  stock  was  increased  by  £3,400,000. 
At  this  time,  therefore,  the  Bank  had  advanced  to  the 
public  £9,375,027  175.  lO^c?,  and  its  capital  stock  amounted 
only  to  £8,959,995  145.  8c?.  It  was  upon  this  occasion 
that  the  sum  which  the  Bank  had  advanced  to  the  public, 
and  for  which  it  received  interest,  began  first  to  exceed  its 
capital  stock,  or  the  sum  for  which  it  paid  a dividend  to 
the  proprietors  of  bank  stock ; or,  in  other  words,  that  the 
Bank  began  to  have  an  undivided  capital  over  and  above  its 
divided  one.  It  has  continued  to  have  an  undivided  capital 
of  the  same  kind  ever  since. 

In  1746  the  Bank  had,  upon  different  occasions,  advanced 
to  the  public  £11,686,800,  and  its  divided  capital  had  been 
raised  by  different  calls  and  subscriptions  to  £10,780,000. 
The  state  of  those  two  sums  has  continued  to  be  the  same 
ever  since.  In  pursuance  of  the  4th  of  George  111,  cap.  25, 
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the  ]>aak  agreed  to  pay  to  Government  for  the  renewal  of 
its  charter  £110,000,  without  interest  or  repayment.  This 
sum,  therefore,  did  not  increase  either  of  those  two  other 
sums 

In  1800,  the  Bank  agreed  to  advance  £3,000,000  to  Gov- 
ernm  mt  for  six  years,  without  interest,  in  consideration  of 
whicl  the  charter  was  prolonged  till  twelve  month^s  notice 
after  the  1st  of  August,  1833.  In  1807,  the  Bank  agreed 
to  coi  itinue  this  loan  of  £3,000,000  without  interest  till  six 
months  after  a definitive  treaty  of  peace,  and  in  1816,  she 
further  agreed  to  continue  it  till  1833,  and  3 ])er  cent,  interest. 
The  permanent  debt,  due  by  the  public  to  the  Bank  from  1800 
to  1833,  was  consequently  £14,686,800,  but  from  1800  to 
1816  the  Bank  only  received  interest  on  £11,686,800.  In 
1833,  the  charter  was  continued  till  twelve  months^  notice 
after  :he  first  of  August,  1855,  with  the  proviso  that  it  might 
be  te]  minated  on  twelve  months’  notice  after  the  1st  of 
August,  1845.  On  this  occasion  the  public  paid  off  one 
fourth  part,  or  £3,671,700,  of  the  sum  then  due  to  the 
bank,  making  the  total  debt  now  due  to  her  £11,015,100, 
exclui  ive,  of  course,  of  any  sums  she  may  be  entitled  on  ac- 
count of  the  dead  weight  and  other  public  securities  in  her 
posses  sion. 

It  has  already  been  stated  that  before  1759  no  notes 
under  £20  were  issued.  During  the  war  with  America, 
which  ended  1763,  notes  for  £15  and  for  £10  had  been  per- 
mitted to  be  issued.  Notes  for  these,  at  that  time,  very 
large  amounts  did  not  have  much  effect  on  the  currency  of 
the  cc  untry,  which  continued  to  consist  mostly  of  gold  and 
silver  ; transactions  of  country  bankers  were  at  that  time 
also  insignificant. 

A considerable  change,  however,  began  to  take  place 
during  the  French  war,  when,  in  consequence  of  the  con- 
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tinual  loans,  the  issue  of  paper  money  by  the  Bank  became 
excessive,  and  in  order  to  facilitate  the  circulation  of  the  ad- 
ditions to  the  currency  which  became  indispensable  in  order 
to  float  the  new  loans,  the  Bank  was  authorised  in  1793  to 
issue  notes  for  £5, 

The  same  symptoms  which  we  have  recently  witnessed  in 
America  now  began  to  appear  in  this  country.  Three  years 
after  the  commencement  of  the  issue  of  the  £5  notes  a 
scarcity  of  coin  began  to  be  experienced  at  the  Bank,  and 
soon  afterwards  gold  in  any  quantity  was  hardly  to  be  had. 
Trade  and  speculation  extended,  people  began  to  hoard  coins, 
and  everything  indicated  the  approach  of  a crisis.  It  broke 
out  in  January,  1797,  when  in  the  panic  caused  by  the  fear 
of  the  French  invasion,  consols  went  down  to  fifty-four. 
The  run  on  the  Bank  for  gold  increased,  and  on  the  27th 
February,  1797,  the  following  notice  appeared  on  the  door 
of  the  Bank  of  England  : — 

“In  consequence  of  an  order  of  His  Majesty^s  Privy 
Council,  notified  to  the  Bank  last  night  (a  Sunday),  a copy  of 
which  is  hereunto  annexed,  the  governor,  deputy  governor, 
and  directors  of  the  Bank  of  England  think  it  their  duty  to 
inform  the  proprietors  of  bank  stock,  as  well  as  the 
public  at  large,  that  the  general  concerns  of  the  Bank 
are  in  the  most  affluent  and  prosperous  situation,  and  such 
as  to  preclude  every  doubt  as  to  the  security  of  its  notes. 
The  directors  mean  to  continue  their  usual  discounts  for  the 
accommodation  of  the  commercial  interest,  paying  the 
amount  in  bank-notes  ; and  the  dividend  warrants  will  be 
paid  in  the  same  manner. 

“ Francis  Martin, 

“ Secretary 

The  coin  in  the  bank  at  that  time  was  £1,272,000,  against 
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not  3s  in  circulation  for  ^£8,640, 250.  The  order  in  conn- 
ciP^  above  referred  to  was  termed  a “ Restriction^^  upon  the 
liar  k from  paying  any  more  gold  or  silver  ! and  it  was  enacted 
that  it  should  continue  until  the  24th  June,  after  which 
tim(!  it  was  expected  the  Bank  would  resume  specie  payments. 
Of  ( ourse  this  expectation  was  to  be  disappointed  under  the 
pressure  of  further  supplies  for  carrying  on  the  war.  On 
the  22nd  June  another  act  continued  restriction"’  until 
one  month  after  the  commencement  of  the  next  session  of 
Pari  ament.  In  October,  1797,  Parliament  met  and  passed, 
on  t le  30th  November,  a third  act,  prolonging  restriction 
until  one  month  after  the  conclusion  of  the  war.  In  1802 
and  1803  two  more  acts  were  passed,  the  latter  of  which,  on 
the  ] 5th  December,  authorising  the  continuance  of  the  paper 
curn  ncy  until  six  months  after  the  next  definite  treaty  of 
peac(i,  and  this  act  was  continued  forward  until  the  year 
1819.  Thus,  out  of  the  originally  intended  fifty-two  days, 
arose  a system  which  lasted  for  twenty-two  years,  saddling 
the  country  with  an  inconvertible  legal  tender. 

T1  e state  of  afiairs  was  much  aggravated  by  the  neces- 
sity to  provide  the  Bank  with  a substitute  for  the  guineas 
wind  had  disappeared  from  circulation.  This  substitute 
was  ordered,  1797,  to  consist  of  £2  and  £1  notes.  The 
country  was  flooded  with  them,  but  like  in  America,  it  was 
not  b at  after  the  lapse  of  some  time  that  their  depreciation 
comrrenced.  It  was  not  before  the  latter  part  of  1800  that 
they  f dl  to  a discount  of  8 per  cent.  Soon  after  they  recovered, 

and  f’om  1803  till  1808  they  were  at  a discount  of  only 
£2  13?.  3d.  per  cent. 

Frcm  that  time,  however,  the  issues  rose  rapidly,  the 
averag  e circulation  of  bank-notes  which  had  varied  between 
I7i  and  16A  millions,  rose  in  1809  to  18,927,833,  and  in 
1810,  to  22,541,523,  and  the  issue  of  country  bank-paper 
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were  increased  in  still  greater  proportion.  At  the  time 
when  only  notes  of  large  denomination  were  circulated,  the 
number  of  country  banks  was  very  restricted.  In  1776 
their  number  in  England  and  Wales,  although  not  exactly  I 

known,  is  estimated  at  not  over  150.  In  1792,  private  | 

banks  amounted  to  about  350,  of  which  about  one  third  I 

failed  in  the  crisis  of  1793.  In  1800,  the  private  banks 
exceeded  300,  and  so  rapidly  did  their  number  increase  during 
the  inflation  of  the  depreciated  currency,  that  in  1814  they 
amounted  to  940. 

The  following  table  shows  at  a glance  the  variation  in 
the  value  of  the  currency  compared  with  gold  : 


Years. 

Price  of  Gold. 

Difference  from  Mint 

1809 

^4 

10 

9 

16^  per  cent. 

1810 

4 

5 

0 

Q 1 

1811 

4 17 

1 

24i 

1812 

5 

1 

4 

30 

Sept,  to  Deo.,  1812 

5 

8 

0 

38i 

1813 

5 

6 

2 

36^‘g  ,, 

Nov.,  1812,  to  March,  1813  . 

5 

10 

0 

41 

1814 

5 

1 

8 

301 

1815 

4 

12 

9 

18|  M 

1816 

4 

0 

0 

21  „ 

Oct.  to  Dec.,  1816 

3 

18 

6 

under  1 „ 

1817 

4 

0 

0 

21 

1818 

4 

1 

5 

5 

1819  to  Feb. 

4 

3 

0 

1820 

3 17  lOi 

par. 

The  crisis  of  1814,  1815,  and  1816,  aggravated  in  the 
latter  year  by  the  consequences  of  the  Bank  preparing  to 
resume  cash  payments  six  months  after  the  conclusion  of 
peace,  rendered  bankrupt  no  less  than  89  country  banks, 
greatly  reduced  the  amount  of  the  currency,  and  raised  its 
value  towards  the  end  of  1816  to  nearly  par  with  gold. 

The  belief  in  the  expediency  of  the  early  repeal  of  the 
restrictions  of  cash  payments  became  now  general,  and  ended 
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in  the  enactment  of  the  “ Peel’s  Currency  Pill  of  1819,  for 
the  restoration  of  cash  payments  from  and  after  the  1st  day 
of  May,  1823.^^  It  was  a repeal  of  all  bank-notes  on 
demand  for  sums  less  than  £5.  It  provided  for  a gradual 
retirn  in  the  meantime  by  the  Bank  to  cash  payments, 
be^  inning  with  an  issue  of  gold  at  £4  1^.  the  ounce  in  1820,' 
anc  ending  with  the  standard  mint  price  of  £3  17s  lOW 
It  also  required  the  Bank  to  publish  every  quarter,  until 
Mav,  1823,  an  account  of  its  average  circulation.  This  act 
has  been  severely  criticised,  and  by  many  been  condemned 
as  3ot  only  an  injurious,  but  highly  unjust  measure.  It 
mu{  t,  however,  be  stated  that  resumption  of  specie  payments 
was  according  to  all  previous  promises  and  enactments,  and 
thal  in  consequence  of- natural  causes  the  currency  had 
alreidy,  in  1816,  appreciated  to  nearly  its  par  value,  so  that 
the  passing  of  the  above  bill  did  little  more  than  to  maintain 
the  currency  at  the  level  to  which  it  had  already  risen. 

Cine  great  defect,  however,  is  to  be  noticed  in  this  bill, 
viz.,  the  want  of  any  provision  with  reference  to  the  issues 
of  country  banks.  It  was  notorious  that  their  injudicious 
banliing  had  mainly  contributed  and  brought  about  the  com- 
mercial disasters  of  1793, 1814  to  1816.  No  steps,  however, 
were  taken  to  reform  them,  and  the  system,  which  enabled 
every  individual  to  issue  notes  to  serve  as  currency  in  the 
ordmary  transactions  of  everyday  life,  was  allowed  to  con- 
tinu(5  unchecked.  Considering  that  notes  were  issued  of 
such  small  denominations  as  £2  and  £l,  and  that  they  were 
to  be  the  standard  of  measure  for  everything  else,  it  cannot 
be  c enied  that  it  was  the  duty  of  Government  to  take 
measures  to  render  these  circulating  mediums  steady  in  their 
value . This,  however,  was  impossible  as  long  as  Govern- 
ment had  no  control  over  the  issuers.  And  let  it  not  be 
said  diat  the  people  might  protect  themselves,  that  all  that 
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is  necessary  is  that  notes  of  private  bankers  should  not  be 
legal  tender.  It  is’  all  very  well  for  bankers,  merchants, 
and  those  conversant  with  money  matters  generally  to  say, 
“ It  w'ould  be  hard  for  any  one  to  explain  by  what  principle 
the  Government  is  called  upon  to  interfere  with  the  freedom 
of  individuals,  to  put  forth  wdiatever  pecuniary  promises  they 
may  see  fit,  whether  in  the  shape  of  notes  or  bills  or  any- 
thing else.^’  The  mass  of  the  people,  the  uneducated  and 
ignorant,  are  not  always  able  to  judge  for  themselves,  and 
they  naturally  look  to  Government  for  some  sort  of  pro- 
tection. In  regard  to  this  INIcCulloch  pointedly  says : It 

has  been  said  that  though  coins  be  legal  tender,  notes  are 
not ; and  that  as  every  one  who  suspects  the  latter  may 
reject  them,  there  is  no  ground  for  the  interference  of  the 
legislature  ! But  the  truth  is,  that  whatever  notes  may  be 
in  law,  they  are,  in  most  parts  of  the  country,  practically 
and  in  fact  legal  tender.  The  mass  of  the  people  have  no 
power  to  refuse  them.  The  currency  of  many  extensive 
districts  consists  almost  entirely  of  country  notes,  and  such 
small  farmers,  tradesmen,  or  labourers,  as  should  refuse  to 
take  them,  would  be  obliged  to  migrate  elsewhere.  There 
cannot,  therefore,  be  a doubt  that  this  is  a case  in  which 
Government  is  justified  in  interfering.  We  have  sustained 
comparatively  more  mischief  from  the  issue  of  spurious 
paper  than  from  that  of  base  coin,  and  to  obviate  such 
mischief  in  future  it  is  proper  either  to  suppress  local  issues 
or  so  to  deal  with  them  that  the  public  may  be  secured 
against  loss.^^ 

But  losses  were  not  only  sustained  by  issues  of  country 
bank-notes.  The  forgeries  of  Bank  of  England  notes  were 
also  very  frequent,  as  proved  by  the  fact  that  in  1820  154 
persons  were  tried  at  the  Old  Bailey  alone  for  uttering 
false  notes,  and  that,  the  crime  being  a capital  felony,  of 
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these  forty-six  were  hanged!*  This  severity  of  the  law 
bee; -me  necessary  to  prevent  the  notes  of  small  denomina- 
tions from  getting  altogether  into  disrepute. 

The  Bank  did  not  wait  for  the  term  stipulated^  but 
resumed  cash  payments  at  once,  in  1820,  and  gradually 
witl  drew  its  small  notes  from  circulation.  These  severe 
measures  caused  much  and  wide-spread  distress,  to  mitigate 
which  parliament,  in  the  session  of  1822-23,  found  no 
other  means  than  to  enact  a respite  of  the  £2  and  j01  notes 
for  (deven  years. 

Ihis  was  tantamount  to  a repeal  of  Peel’s  bill,  for 
although  the  Bank  of  England  abstained  from  availing  of 
this  new  license,  the  country  banks  put  their  papers  out 
agaia  with  redoubled  energy;  and  now  followed  a period  of 
extravagance,  speculation,  and  swindling,  to  an  extent  never 
kno  vn  before.  In  1823  over  £441,000,000  were  subscribed 
to  532  companies.  Of  course  the  inevitable  crash  followed; 

and  in  December  of  1825,  the  Bank  of  England  con- 

« 

tern  )lated  again  the  probability  of  being  entirely  exhausted 
of  gold.  The  amount  of  coin  was  under  £1,300,000,  and 
the  Bank  saved  itself  from  stoppage  merely  by  the  issue  of 
£1  notes,  a quantity  of  which  was  luckily  still  found  in  the 
celhrs  of  the  bank.  The  Bank  of  England  was  thus  saved 
fron.  undergoing  a second  time  a disgrace,  but  thirty-seven 
com  try  banks  stopped  in  1825,  and  forty -three  more  in  1826. 
In  Hay,  1829,  the  £2  and  £\  notes  ceased  to  be  circulated ; 
as  tliere  were,  however,  not  at  once  gold  and  silver  coins  in 
sufficient  quantity  to  take  their  place,*  pilces  of  all  corn- 
mod  ties  fell  again.  This  led,  together  with  political  con- 
sideiations,  in  1832,  to  a run  upon  the  Bank,  which  was 
only  stopped  short  by  the  passing  of  a bill  that  the  bank 
paper  should  be  ^Megal  tender^^  for  payment  of  all  sums 
abov  e £5,  and  leaving  it  in  the  power  of  any  person  to  get 

* T.  Doubleday,  ‘ Financial  History  of  England,’  p.  250. 


33 


moiiev  for  notes,  bv  taking  it  in  sums  of  £5  at  a time,  but 
not  otherwise. 

We  come  now  in  this  brief  history  of  our  currency  to 
the  memorable  administration  of  Sir  Robert  Peel.  ^ hen,  in 
1837,  the  disastrous  consequences  of  the  American  crisis 
made  themselves  felt  throughout  Europe,  its  effect  was 
aggravated  in  England  by  short  harvests  in  1838  and  1839  ; 
and  towards  the  end  of  the  latter  year,  the  drain  on  the 
Bank  of  England  for  gold  became  so  great  that,  as  Mr. 
Samuel  Lloyd  expressed  it  in  a pamphlet  published  in 
December  1839,  without  the  protection  of  this  peculiar 
operation  (assistance  indirectly  obtained  from  the  Bank  of 
France  to  the  amount  of  £2,000,000),  the  bullion  of  the 
Bank  would  have  been  completely  exhausted.  In  Tvovem- 
ber  1839,  the  bullion  in  the  Bank  was  reduced  to  £2,545,000. 
The  alarm  created  by  this  state  of  affairs  was  sufficient  to 
attract  the  serious  attention  of  the  Government  to  the  state 

of  the  currency. 

A clause  in  the  bank  charter  of  1833  gave  to  parliament 
power  to  revise  or  cancel  it  in  1845,  and  Sir  Robert  Peel 
took  advantage  of  this  opportunity  to  alter  the  system. 
And  the  result  of  a long  parliamentary  inquiry  were  the 
acts  of  7 and  8 Viet.  c.  32,  referring  to  the  Bank  of  Eng- 
land and  the  English  country  banks,  better  known  as 
Peel’s  Banking  Act  of  1844 ; and  acts  8 and  9 Viet.  c.  38, 
39,  referring  to  banks  of  Scotland  and  Ireland,  which  were 
passed  in  the  year  following. 

Considering  the  difficulties  against  which  the  fiamei  ot 
these  measures  had  to  contend,  consisting  not  only  in 
popular  prejudices,  but^  also  in  the  private  interest  of  a 
large  and  powerful  class,  it  would  be  unjust  to  complain 
that  the  act  has  not  succeeded  in  substituting  a perfect 

system;  but  it  w*ould  be  not  less  unjust  to  lefuse  ackiiow- 
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ledg  ng  that  the  new  measures  have  remedied  to  a con- 
sideiable  degree  the  defects  formerly  complained  of. 

The  object  of  the  act  of  1844  was  to  regulate  the  cur- 
rencv,  and  in  introducing  it  Sir  Hobert  Peel  said  that  it 
wou  d place  the  currency  of  the  country  under  the  same 
regulations,  as  to  its  increase  and  diminution,  as  it  would 
be  il  the  whole  circulation  was  metallic,  without  any  paper 
wha1  ever. 

The  power  of  the  Bank  was  to  be  limited.  It  had 
hith'jrto  been  a bank  of  issue,  i.e.  an  establishment  with 
authority  to  issue  its  notes  at  its  own  discretion,  subject 
only  to  the  liability  of  paying  its  notes  in  gold  when  pre- 
sent. ;d  for  payment.  This  authority  was  henceforth  to  be 
withdrawn,  and  the  power  to  issue  to  be  limited.  For  this 
purfose  the  banking  department  of  the  Bank  of  England 
was  completely  separated  from  the  issue  department.  The 
directors  were  left  at  liberty  to  manage  the  former  at 
disci  etion,  but  the  issue  department  became  an  office  of  the 
Stat3.  The  working  of  this  office  is  described  by  the  ' Home 
and  Foreign  Review^  as  follows — 

“ The  issue  department  is  really  and  truly  made  an  office 
of  the  State,  working  by  purely  mechanical  rules — an  auto- 
mat(m,  whose  movements  are  destitute  of  all  volition, 
obeying  a fixed  self-acting  rule,  without  intellect,  thought, 
or  (pinion.  The  Bank  of  England  supplies  the  requisite 
mac  linery  to  this  automaton ; it  furnishes  premises,  clerks, 
ledg3rs,  paper,  vaults,  and  pens  and  ink,  and  then  leaves  it  to 
act  br  itself.  That  department,  working  thus  in  certain 
rooDis  provided  by  the  Bank  of  England,  simply  responds  to 
the  impulses  impressed  on  it  by  the  public.  When  five 
sove  :eigns  are  dropped  into  its  hand,  a note  is  mechanically 
pass  3d  over  the  counter.  When  the  same  note  reappears  on 
anot  her  day,  the  operation  is  reversed : the  sovereigns  are 
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given  out,  the  note  is  called  in  and  cancelled.  And  this 
action  the  automaton  repeats  as  often  as  anv  livin"  mortal 
sets  it  going  by  the  presentation  of  a note  or  sovereigns.^’ 

The  Bank  is,  however,  allowed  to  issue  ^14,000,000  of 
notes  upon  securities  (of  which  the  debt  of  .€11,015,100  lent 
by  her  to  Government  is  a part).  A clause  is  inserted  in 
the  act  allowing  the  Bank  to  increase  her  issue  upon 
securities,  in  the  event  of  her  notes  being  issued  instead  of 
those  of  any  or  of  all  the  existing  banks  of  issue.  Under 
this  clause  the  issue  on  securities  now  (February,  1865) 
amounts  to  £650,000.  Whatever  paper  the  issue  depart- 
ment may  at  any  time  issue  over  and  above  this  maximum 
amount  of  securities,  it  must  have  an  equal  amount  of  coin 
and  bullion  in  its  coffers.  By  this  means  the  convertibilitv 
of  the  notes  at  all  times  was  sought  to  be  secured,  as  it  was 
now  no  longer  in  the  power  of  the  Bank  to  create  notes 
at  pleasure,  to  supply  the  place  of  cash  in  any  emergency. 

Important  as  this  enactment  was  in  its  influence  on  the 
state  of  the  currency,  it  was  surpassed  by  the  provision  made 
in  the  act  for  restraining  the  country  circulation.  The 
maximum  future  issue  of  the  joint  stock  and  private  banks 
in  England  and  W^ales  was  limited  to  the  average  amount  of 
the  circulation  of  each  during  the  twelve  months  preceding 
the  27th  of  April,  1844,  the  aggregate  being  £3,477,321  for 
the  joint  stock,  and  £5,01 1,097  for  the  private  banks.  To 
protect  the  Bank  of  England  they  were  prohibited  from 
issuing  bank-notes  at  any  place  in  and  within  sixty-five  miles 
around  Loudon.  It  was  further  enacted  that  no  new  bank 

. til  ^3  issue  of  notes  ; and  that  the 
names  of  the  partners  in  joint  stock  and  other  banks,  which 
had  previously  been  obtained  by  the  Stamp  Office,  should  be 
periodically  published.  In  case  of  bankruptcy  of  a country 
bank,  the  power  of  issue  was  not  to  be  revived,  but  it  was 
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provided  that,  ou  the  lapse  of  the  circulation  of  any  ordinary 
baii  v,  the  Bank  of  England  might  be  authorised  to  add  to 
her  statutable  amount  of  notes  issued  against  Government 
seci  rities,  a sum  not  exeeeding  two  thirds  of  the  circulation 

\ 

] thu  > lapsed. 

, 1 'o  complete  the  regulations,  we  have  still  to  mention  the 

’(  statutes  relating  to  banking  in  Scotland  and  in  Ireland. 

I They  also  prohibit  the  establishment  of  a new  bank  of 

!■  issu  3 ; they  fix  a certain  maximum  for  each  existing  bank  in 

• either  country,  amounting  in  the  aggregate  in  Scotland  to 

: .£'3,749,262,  iu  Ireland  to  <£6,354,494,  and  then  enacted  that 

up  to  that  maximum  each  bank  might  continue  to  issue  as 
befc  re ; but  above  that  maximum  each  bank  must  have 
bullion  for  every  note.  In  order  to  arrive  at  the  maximum 
to  3e  fixed  by  law,  I propose,^’  Sir  Bobert  Peel  said, 
“ tl  at  we  should  ascertain  the  amount  in  circulation  for  some 
yea  ’s  past  of  the  issue  of  these  banks  in  Scotland  and  in 
Ireland;  not  to  impose  any  limitation  (m  the  amount  of  the 
futi  re  issues  of  paper,  as  far  as  that  ascertained  issue 
I extends;  but  to  require  from  them,  if  their  issue  should 

extend  bevond  that  certain  amount,  then  that  that  issue 
sha  1 take  place  on  specie.^^  Thus,  on  the  assumption  that 
dur  ng  the  depressiou  preceding  the  passing  of  the  Act  the 
cur’ency  of  the  country  was  rather  below  its  level.  Sir 
Bobert  Peel  considered  it  safe  to  allow  that  amount  to  go 
on  unsecured.  All  issues  above  this  amount  were  to  be 

I • 

, sec  ired  by  a corresponding  amount  of  gold  to  be  kept  in  the 

' till  of  the  issuers,  and  it  was  expected  that  henceforth  the 

I mi:;ed  circulation  would  be  considered  in  every  respect  equal 

to  i metallic  currency,  and  that  the  object,  “ to  put  the 
moiey  of  the  country  right,’^  v/ould  have  been  attained. 

The  authorised  unsecured  currenev  of  the  United 

«« 

Kingdom  consequently  consists  of — 
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Hiink  of  England  notes  (legal  tender) 

l^itto  in  addition  thereto  (variable  as 

per  clause  to  act  of  1844)  at  present  (legal  tender) 
Xotes  of  country  joint  stock  banks  (bank-notes) 

Ditto  private  banks  (bank-notes)  . 

Ditto  Scotch  banks  (bank-notes)  . 

Ditto  Irish  banks  (bank-notes) 

Total  unsecured  currenev 


<t’ 14,000,000 

650,000 

3,477,321 

5,011,097 

2,749,262 

6,354,494 

£32,242,174 
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i.  e.  not  otherwise  secured  but  by  the  credit  of  the  issuers. 
This  vast  amount  of  currency  is  distributed  accordiug  to 
last  parliamentary  returns  of  1st  June,  1864,  as  follows: 

In  England  and  Wales — By  the  Bank  of  England  and 
11  branches;  140  private  banks  and  208  branches;  61 
joint  stock  banks  and  441  branches. 

In  Scotland — By  13  joint  stock  banks  and  594  branches. 

In  Ireland — By  6 joint  stock  banks  and  191  branches. 

There  are  besides  banks  not  of  issue,  according  to  the 
same  return  : — 

In  England  and  \Yales — 138  private  banks  and  64 
branches;  56  joint  stock  banks  and  303  branches  ; besides 
4 branches  in  Scotland,  1 branch  in  Ireland,  and  14  branches 
abroad. 

In  Ireland — 4 joint  stock  banks,  and  6 branches,  and 
4 private  banks. 

The  remainder  of  the  currency  of  the  country  consists  of 
coins,  and  of  notes  for  which,  according  to  law,  a corre- 
sponding amount  of  gold  is  held  by  the  issuers. 

Whatever  may  be  said  of  this  system,  it  is  not  a verv 
simple  one,  but  it  becomes  more  complicated  still  by  the 
peculiar  position  of  the  banking  department  of  the  Bank  of 
England.  Over  it  the  directors  have  still  unlimited  control. 
If  by  the  separation  from  the  issue  department  the  banking 
departrnent  had  become  altogether  disconnected  from  the 
Government — if  it  were,  what  in  theory  it  ought  to  be. 
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mei  ely  a bank  of  deposit  and  discount,  we  would  not  hear 
mu  )h  of  it.  In  the  position  of  directors  of  merely  a great 
bark,  they  should  be  governed  by  the  same  principles  of 
an\  other  prudent  banker,  one  of  the  first  of  which  is  to  main- 
' tail,  a sufficient  reserve  for  banking  purposes.  The  object 

jj  of  fhe  reserve  is  to  answer  the  calls  of  the  depositors  and  to 

' discount  the  bills  of  the  regular  customers.  Every  banker 

I who  carries  on  his  business  on  a sound  basis  can  and  will 

|.|  alwiys  do  so,  byrefusing  to  discount  beyond  his  means. 

This  simple  rule,  however,  does  not  ‘guide  the  directors  of 
the  Bank  of  England,  who  as  heads  of  a national  establish- 
ment appear  to  consider  it  their  duty  and  within  their  power 
to  legulate  the  money  market.  This  must  be  regarded  as 
a cc  nsequence  of  the  anomalies  arising  out  of  the  institution 
of  the  Bank. 

In  theory  its  banking  department  is  merely  a large  bank 
of  ( eposit  and  discount.  In  practice  it  is  something  more, 
in  consequence  of  the  monopoly  which  the  Bank  has  enjoyed 
from  its  commencement.  This  monopoly  has  lately  been  fully 
desc  ribed  in  the  able  articles  on  the  money  market  in  the 

4/ 

‘ Economist/  as  that  of  being  the  banker  of  the  Government ; 
of  teing  the  one  bank  of  limited  liability  ; of  being  the  one 
joint  stock  bank,  and  of  being  the  sole  issuing  bank  in  and 
within  65  miles  around  London. 

The  Bank  of  England  has  thus  become  the  great  money 
centre.  Instead  of  a number  of  banks,  each  keeping  its 
own  reserve,  the  Bank  of  England  has  become  the  National 
Bank,  and  all  other  banks  or  bankers  keep  their  reserves 
eith  3r  in  deposits  at  the  Bank  of  England  or  in  its  notes ; 

! ' and  although  the  monopoly  is  now  removed,  the  efieets  of  it 

I 

continue,  and  we  have  at  the  centre  of  our  monetary  system 
a bank  which  alone  keeps  the  bullion  reserve  of  the  country, 

1 but  which,  although  responsible  for  it,  is  under  no  effectual 
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penalty  for  not  keeping  it.  A private  banker,  if  he  neglect 
to  keep  his  reserve,  is  punished  most  effectually  by  being 
obliged  to  fail  in  time  of  crisis.  Not  so  the  Bank  of 
England.  Its  affairs  have  been  mismanaged  many  times 
before  1844,  and  twice  since  the  passing  of  the  act — in  1847 
and  1857,  without,  however,  affecting  its  credit.  This 
anomalous  position  of  the  Bank  imposes  an  obligation  on 
the  directors,  which  they  too  readily  accept.  They  consider 
themselves  bound  to  assist  commerce  beyond  the  means  of 
their  reserve,  and  to  discount  or  lend  money  to  any  amount 
on  good  bills  of  exchange,  and  not,  as  other  bankers,  to  their 
regular  customers  only.  In  the  parliamentary  committee 
subsequent  to  the  crisis  of  1857  the  governor  of  the  bank 
declared  that  he  did  not  refuse  any  one  who  brought  good 
bills,  even  not  on  the  12th  November,  when,  after  having 
discounted  and  advanced  £18,044,000  the  reserve  stood  at 
£580,750,  against  undrawn  deposits  of  private  bankers  and 
others  amounting  to  £5,458,000.  And  to  the  question  put 
in  the  committee  of  inquiry  : 

“Then,  if  upon  the  establishment  at  Threadneedle  Street 
there  had  been  a demand  for  £1,000,000  out  of  the 
£5,200,000  of  bankers’  deposits,  omitting  other  deposits — 
under  these  circumstances  the  Bank  of  England  would  have 
been  obliged  to  suspend  payment  ?”  Mr.  Neave,  the  governor 
of  the  Bank,  could  only  reply,  “ Certainly.”  There  was  at 
that  time  a great  demand  for  notes,  not  for  gold,  but  the 
banking  act  prevented  any  being  issued  without  a corre- 
sponding amount  of  gold  being  sent  to  the  bank.  No  gold 
coming  forward  quickly  enough  to  supply  the  pressing 
demand  for  notes,  to  prevent  greater  mischief,  the  bank  act 
was  suspended ; discounting  went  on  with  notes  issued  on 
the  credit  of  the  Bank  or  of  the  Government,  and  unhesitat- 
ingly taken  by  the  public. 


Hoivever,  after  the  crisis  had  passed_,  the  directors  de- 
termined ou  excluding  rediscouiiters  from  their  discount  faci- 
lities— a measure  which  the  majority  of  merchants  has  hailed 
as  oiiu  in  the  right  direction.  Last  year  we  had  a narrow 
escape  ; when  the  rate  of  discount  which,  early  in  May, 
had  j idiciously  been  raised  to  9 per  cent.,  was  gradually 
lovvere  d to  6 per  cent,  in  June,  the  measure  was  repeatedly 
pointed  out  as  a great  mistake.  Had  the  directors’  extreme 
rate  a , that  time  been  maintained  for  nearly  three  months, 
as  it  vas  found  expedient  to  do  afterwards  from  September 
to  No  'ember,  much  of  the  highly  speculative  business  en- 
tered into  in  summer,  and  which  has  turned  out  so  ruinous, 
would  have  been  avoided.  By  timely  applying  the  remedy 
of  ma  ntaining  a high  rate  of  interest  until  the  exchanges 
unmis  ;akably  turn  in  our  favour,  the  effect  of  the  crisis 
would  have  been  considerably  mitigated.  This  measure 
they  applied  resolutely  in  autumn;  notwithstanding  clamo- 
rous remonstrances,  they  maintained  a high  rate  of  in- 
terest for  an  unprecedentedly  long  period,  and  they  con- 
trived, by  that  means,  to  keep  a reserve  adequate  to  their 
requin  ments,  which  enabled  them  to  overcome  all  diffi- 
culties during  the  last  pressure.  The  measure  has  been 
much  complained  of,  but  it  is  preferable,  no  doubt,  to  any 
of  the  remaining  alternatives,  viz.  : the  refusal  of  a certain 
number  of  bills,  or  the  graduating  of  the  rate  of  discount, 
accord  ng  to  the  periods  the  bills  have  to  run. 

As  people  who  borrow  money  at  interest  do  not  do  so 

from  cny  desire  to  keep  the  money,  but  either  to  pay 

debts  ilready  contracted,  or  to  purchase  any  other  co- 

moditv,  it  is  evident  that  the  amount  borrowed  very  soon 

afterwards  becomes  available  again  in  other  hands  to  be 

lent  out  at  interest.  This  explains  how,  under  ordinary 

*■ 

circumstances  when  credit  is  undisturbed,  a comparatively 
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small  amount  of  currency  suffices  to  liquidate  transactions 
of  great  magnitude.  But  in  times  of  undue  expansion 
of  trade,  always  accompanied  by  distrust,  a change  occurs ; 
people  find  it  difficult  to  get  accommodation,  and  very  an- 
noying to  see  their  profits  dwindle  down,  or  may  be  their 
losses  added  to  by  the  high  price  they  have  to  pay  for  the 
loan  of  currency  in  the  shape  of  interest.  Then  that  state 
of  affairs  arises  of  which  w'e  have  lately  heard  so  much  in 
France,  when  industry  is  destroyed  and  commerce  deranged, 
and  which  causes  such  wide-spread  dissatisfaction  among 
all  classes  of  borrowers.  It  then  happens  that  wilfully  or 
erroneously  statements  are  put  forth  regarding  the  working 
of  the  system,  &c.,  which  are  not  borne  out  by  facts,  but 
which  are  nevertheless  eagerly  taken  up  by  those  anxious 
for  an  explanation  of  effects,  the  causes  of  which  are  seldom 
duly  investigated.  Condemnations  of  existing  institutions 
and  laws  multiply  in  the  same  proportion  as  recommenda- 
tions of  remedies  and  improvements.  The  bank  act  is  then 
denounced  as  a complete  failure,  as  proved  by  the  necessity 
which  arose  in  1847  and  1857  for  its  suspension — a neces- 
sity from  which  we  had  a narrow'  escape  a few  months  ago ; 
and  it  is  further  urged  that  ‘‘  instead  of  preventing  panics 
and  commercial  distress  from  currency  causes,  there  can  be 
no  question  that,  under  the  law  of  1844,  panics  have  been 
quite  as  frequent  and  greatly  intensified.’’  The  bank  act 
w'as  not  passed  to  prevent  the  occurrence  of  erises.  It  might 
as  well  be  asserted  that  it  had  been  adopted  to  prevent 
unsafe  speculation  and  overtrading,  or  to  prevent  ignorant 
and  reckless  people  from  losing  their  or  other  people’s 
money.  The  bank  act  leaves  the  directors  of  the  Bank  free 
scope  in  the  management  of  their  department;  it  cannot, 
therefore,  be  made  answerable  for  any  consequences  of  that 
management.  The  directors  know,  or  ought  to  know,  their 
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resources,  and  it  is  their  business  to  husband  them.  If  the 
Bank,  according  to  former  practice,  had  last  year  met  the 
demand  for  bullion  by  an  increased  issue  of  notes,  instead 
of  raising  the  rate  of  interest  to  prevent  the  efflux  of  gold, 
the  crisis  would,  no  doubt,  have  been  delayed,  but  it  would 
inevitably  have  ended  with  a suspension  of  cash  payments. 

Ii  theory,  it  is  true  there  are  always  £14,000,000  notes 
in  ci ‘culation,  for  which  no  gold  is  to  be  had,  but  for  all 
praci  ical  purposes,  in  so  far  as  regards  the  convertibility,  this 
is  of  no  consequence.  At  no  period  since  1844  has  the 
circulation  been  less  than  £19,000,000,  and  at  no  period  has 
the  coin  and  bullion,  held  for  their  redemption,  been  less 
than  £6,000,000.  On  the  12th  November,  1857,  when  the 
Government  letter  prevented  the  banking  department  from 
stopping  payment,  the  coin  and  bullion  amounted  to 
£6,5  24,000,  and  the  circulation  to  £20,000,000.  Nobody  en- 
tertained any  apprehension  lest  the  notes  should  not  be 
paid  in  gold  if  asked  for.  Before  1844,  the  bullion  in  the 
Bank  of  England  has  at  times  been  considerably  less — viz., 
in  1837,  £4,089,600;  in  1826,  £2,459,510;  in  1797, 
£1,0:^6,170. 

There  has  always  been  since  1844  an  ample  supply  of  gold 
in  th3  issue  department  to  answer  all  demands  which  might 
be  made  upon  it  by  the  holders  of  bank-notes.  The  follow- 
ing t ible,  showing  the  amount  of  bullion,  and  of  circulation 
at  d fferent  periods,  under  various  rates  of  interest,  is 
sugge  stive. 


Rath  of  Discount  2i  pee  Cent, 


March,  1845 
Nov.,  1849 
Dec.,  1858 
Dec.,  1859 
Dec.,  18r>2 


Bullion,  16  millions. 
16 
19 
18 
16 


99 

>» 

99 


99 

99 

99 


99 


99 


Circulation,  21  millions. 


99 

19 

99 

99 

20 

99 

99 

99 

99 


20 


i 
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Rate  of  Discount  7 pee  Cent. 


Oct., 

1855 

. Bullion,  Ilf  millions. 

Circulation, 

21  i million 

Oct., 

1857 

10 

99 

20 

Jan,, 

1861 

• 5,  13  ,, 

19 

20.i 

Rate  of  Discount  8 pee  Cent. 

Aug., 

1817 

. Bullion,  9^  millions. 

Circulation, 

19J  million 

Oct., 

1857 

qi. 

• 99  9^2  99 

99 

20 

Feb., 

1861 

• 99  99 

99 

lOi 

Dec., 

1863 

, ,,  13  „ 

99 

21 

• 

Rate  of  Discount  9 pee  Cent. 

Nov., 

1857 

. Bullion,  millions. 

Circulation, 

20  millions. 

May, 

1864 

1 

• 99  -<-  — 2 ,, 

99 

91  X 

--L2  19 

The  convertibility  of  the  bank-note  is  not  absolute,  but, 
by  the  act  of  1844,  the  guarantee  for  it  has  become  very 
great,  and  by  it  the  currency  has  been  placed  on  a different 
footing  from  what  it  previously  was.  Formerly  there  was 
no  limit  to  the  issues.  The  directors  were  in  the  habit  of 
increasing  their  paper  circulation  as  the  gold  left  the 
country,  in  order  to  fill  up  this  void ; so  that  it  often  oc- 
curred that  at  those  very  periods  when  there  was  the  largest 
amount  of  note  circulation,  there  was  the  smallest  amount 
of  gold  in  their  cellars.  Now  the  directors  have  no  control 
over  the  amount  of  notes  in  circulation,  it  being  determined 
by  the  self-acting  machinery  of  the  issue  department.  Of 
this  the  opponents  of  the  system  bitterly  complain,  and 
consider  the  attempt  unreasonable  to  limit  the  currency, 
and  to  confine  it  at  present  to  the  same  amount  that  was 
required  in  1844  in  the  face  of  the  immense  increase  of  the 
amount  of  commercial  transactions,  our  exports  alone  having 
risen  from  £58,000,000  in  1844,  to  £160,000,000  last  year. 
This  objection  Mr.  McCulloch  conclusively  disposes  of  as 
follow^s  : — “ The  dependence  of  the  issues  of  paper  on  the 
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flow  of  bullion  into  and  from  the  coffers  of  the  issue  de- 
partUient  has  been  said  by  the  opponents  of  the  system  to 
limit  the  eurreney,  and  to  eonfine  us  at  present  to  the  same 
amouQt  of  money  that  was  required  in  1844,  notwithstand- 
ing  the  immense  increase  of  eommereial  transaetions  in  the 
internal.  But  though  this  statement  has  been  made  by 
parties  who  ought  to  have  known  better,  the  reader  ean 
hardly  require  to  be  told  that  it  is  completely  destitute 
of  fou  ndation.  The  .€14,000,000  issued  on  securities  is  the 
only  thing  limited  in  the  act;  everytiiing  else  varies  with 
the  v£  rying  eondition  and  eircumstances  of  the  eountry,  in- 
cluding  the  means  by  which  the  use  of  money  may  be 
economised.  In  the  week  ending  1st  April,  1863,  the 
issue  department  of  the  Bank  had  issued  notes  to  the 
amour  t of  £28,937,735,  being  no  fewer  than  £14,937,735 
over  and  above  the  amount  authorised  to  be  issued  on 
securities.  And  if  the  country  had  really  required  a larger 
supply  of  money,  that  is,  if  more  eoins,  or  jraper  equivalent 
to  eoins,  could  have  been  absorbed  into  the  eireulation 
wither  t rendering  the  eurreney  redundant  and  depressing 
the  e;:ehange,  the  additional  quantity  would  have  been 
forthu  til  supplied.  For  under  such  eircumstanees,  mer- 
chants bankers,  and  money-dealers  would  have  realised  a 
certain  and  immediate  profit  by  earrying  bullion  to  the 
mint,  01  to  the  Bank,  that  they  might  obtain  coins  or  notes, 
or  botl , with  which  to  increase  the  currency.  It  is  one  of  the 
chief  merits  of  the  act  of  1844  that,  under  its  agency,  the 
supply  of  money  is  not  tp  any  extent,  or  in  any  degree, 
regulated  or  influeneed  by  the  proeeedings  of  the  Bank  or 
the  Goi^ernment.  They  have  nothing  to  do  in  the  matter 
unless  it  be  to  coin  the  bullion  w'hieh  individuals  or  firms 
carry  to  the  mint  for  that  purpose,  and  to  exchange,  when 
called  upon,  notes  for  coins  and  coins  for  notes.  The 
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supply  of  money,  like  that  of  all  non-monopoHsed  articles, 
is  wholly  dependent  upon,  and  is  determined  by,  the  free 
action  of  the  public.  It  would  indeed  be  quite  as  true  to 
say  that  the  act  of  1844  limits  the  amount  of  corn,  of  cloth,  or 
of  iron  produced  in  the  country,  as  that  it  limits  the  amount 
of  money.  It  maintains  the  value  of  the  notes  issued  by 
the  bank  on  a level  with  the  coins  for  which  they  are  sub- 
stitutes ; but  beyond  that  its  effect  is  nil.  It  has  nothing 
whatever  to  do  with  the  greater  or  less  amount  of  the  cur- 
rency— that  depends  entirely  on  the  estimate  formed  by  the 
public  of  its  excess  or  deficiency,  an  estimate  which,  when 
wrong,  is  sure  to  be  corrected  by  the  exchange.  No  in- 
ference can  ever  be  safely  drawn  from  the  number  of  notes  or 
coins,  or  both,  afloat  in  a country,  as  to  whether  its  currency 
be,  or  be  not,  in  excess.  That  is  to  be  learned  by  the  state 
of  the  exchange,  or  by  the  influx  and  efflux  of  bullion.  If 
the  imports  of  bullion  exceed  the  exports,  it  shows  that  the 
currency  is  in  some  degree  deficient ; while  if  the  exports 
exceed  the  imports,  it  shows  that  the  currency  is  in  excess, 

and  that  no  additions  can  be  made  to  it  without  further 

• 

depressing  the  exchange,  and  increasing  the  drain  of  bullion. 
When  the  imports  and  exports  of  bullion  are  about  equal, 
then  of  course  the  currency  is  at  about  its  proper  level. 
These  are  the  only  criteria  by  which  anything  can  ever  be 
correctly  inferred  in  regard  to  the  deficiency  or  excess  of 
currency.  Its  absolute  amount  affords  hardly  even  a basis 
for  conjecture.  When  there  is  little  speculation  or  ex- 
citement, an  issue  of  25,000,000  or  27,000,000  bank  notes 
may  be  in  excess;  while  at  another  time,  and  with  a 
different  state  of  trade  aud "speculation,  an  issue  of  35,000,000 
or  37,000,000  may  not  be  enough.  Except  in  periods  of 
internal  commotion,  or  when  we  are  disturbed  by  alarms  of 
invasion,  the  state  of  the  exchange  is  the  only,  as  it  is  the 
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infallible,  test  of  the  sufficiency  and  insufficiency  of  the 
curren<  y/^ 

The  influence  of  the  Act  on  the  currency  is  to  some 
extent  countervailed  by  the  increase  of  the  use  of  sub- 
stitutes.  The  necessity  for  a larger  amount  of  currency 
has  been  obviated  by  the  contrivances  of  credit,  which  have 
to  a groat  degree  supplanted  coins  and  bank-notes. 

BanlL-notes  began  to  be  substituted  for  coins.  Cheques, 

current  accounts,  and  last,  but  not  least,  the  sul.stitution  of 

the  cle  iring  house,  have  gradually  taken  the  place  of  the 

greater  part  of  both  in  settling  the  yearly  increasing  trans- 
actions of  the  country. 

Cred  t has  thus  gradually  been  substituted  for  money— a 
veryde.icate  machinery  requiring  great  attention  and  con- 
stant supervision,  for  a very  clumsy  one  which  could  be 
worked  by  unexperienced  hands.  But  credit  means  trust 
in  promises  to  pay  gold.  Its  use  has  proved  imminently 
beneficial  to  the  development  of  commerce  and  industry,  its 
abuse  ir  the  same  degree  disastrous. 

TJie  use  of  these  facilities  to  conduct  the  daily  trans- 
actions of  commerce  is  familiar  to  all.  We  will  only  say 
a few  words  in  reference  to  the  clearing  house.  In  it  every 
day  the  transactions  of  whoever  keeps  an  account  with  a 
bank  as  banker,  admitted  to  the  clearing  house,  are  liqui- 
dated. Formerly  the  balances  were  paid  over  among 
these  bunkers  in  sovereigns  or  bank-notes.  And  when, 
twenty-f  ve  years  ago,  the  transactions  of  the  clearing  house 
amounted  to  nearly  1000  millions  annually,  about  £200,000 
on  an  average  were  daily  required  for  that  purpose.  Since 
then  ariangements  have  been  made  with  the  Bank  of 
England  by  which  the  use  of  bank-notes  is  completely  dis- 
pensed with.  The  transactions  have  more  than  doubled  in 
amount,  ind  they  are  settled  by  transfer  of  the  balances  on 
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the  accounts  of  the  several  bankers  at  the  Bank  of  England, 
These  various  contrivances  account  for  the  fact  that  the 
circulation  of  this  country  has  not  increased  in  proportion 
to  the  increase  of  commerce.  On  the  contrarv,  the  circu- 
lation  in  England  and  Wales,  and  the  total  in  the  United 
Kingdom,  are  less  now  than  twenty  years  ago.* 

The  abuse  of  these  facilities  of  credit,  which  economise 
currency,  has  invariably  led  to  disastrous  consequences, 
which  are  often,  but  wrongly,  attributed  to  defects  in  our 
currency  system. 


* ClHCULATION, 

Total  ill  England  and  Wales.  Total  in  United  Kingdom. 

In  1815  . . £29,430,000  £39,670,000. 

Highest  since — in  1853  30,800,000  40,330,000. 

Lowest  since — in  1849  . 25,680,000  33,130,000. 

Dec.  10th,  1864  . 25,618,822  36,118,323. 

.Ian.  7th,  1865  . 25,267,925  35,254,542. 

Feb.  7th,  1865  . 26,330,011  36,201,295. 

At  present,  therefore,  the  English  private  banks  are 
below  their  hxed  issue  .... 

The  English  joint  stock  bauks^below 

Total  English  hanks  below 

The  Scotch  banks  are  above  their^fixed  issue  . £1,408,305 

The  Irish  banks  are  below  their  fixed  issue  . 640,786 


£1,138,627 

438,268 

£1,576,895 


LOKUON  : EIU’IXUIIAM  WILSON,  KOYAL  EXCHANGE. 
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